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Anatomy of a Recovery: The 4 Stages of a Bear Market 
 
Executive Summary: 
 
 From February 19th through March 23rd, 2020, the S&P 500 has fallen 33.8%1 - solidly into bear market territory. Now that we’ve 

fallen into a bear market, the question shifts to, how does this bear market compare to previous cycles, where do we go from 
here, and when might we recover? 

 
 Is this Bear Market normal? While the S&P 500’s fall has been a very sharp adjustment, the fall in magnitude has been, so far, in 

line with longer-term averages of bear markets. It has also been fairly consistent with the typical falls seen in previous “event 
driven” and “cyclical” bear markets. 

 
 What’s been different with this Bear Market? The difference between this event and most other bear markets, has been the 

speed. The S&P 500 peaked on February 19th. From there, it took only 22 days or 16 trading sessions, to be down 20% and meet 
the commonly accepted definition of a bear market. This is almost twice the speed of the last fastest crisis in 1929 which was 
the Great Depression.1,2 

 
 What types of Bear markets are there? There have been 27 bear markets over the last 185 years (since 1835). Looking at this 

long-term history, we find that there are three different types of bear markets; each type is a function of different triggers and 
has distinct characteristics. The three categories are:2 

 
o Structural bear market - triggered by fundamental excesses, structural imbalances, and financial bubbles. Examples 

include the Great Depression, the 2000-2002 “Tech Bubble,” and the Great Financial Crisis from 2007-2009. 7 out of the 
27 bear markets; Averages – length: 42 mos., drawdown: -57%, time to recovery: 111 months 

 
o Cyclical bear markets - typically a function of rising interest rates, impending recessions and falls in profits. They are a 

function of the economic cycle. Most economic cycles end and bear markets begin this way. 15 out of the 27; Averages 
– length: 27 mos., drawdown: -31%, time to recovery: 50 months 

 
o Event driven bear markets - triggered by a one-off ‘shock’ that does not lead to a domestic recession (such as a war, viral 

pandemic, oil price shock, EM crisis or technical market dislocation). 2020 bear market. 5 out of the 27; Averages – 
length: 9 mos., drawdown: -29%, time to recovery: 15 months 

 
 Historically, bear markets and market corrections usually go through 4 stages. Those 4 stages are 1) an initial fall, 2) a “bounce” 

off the bottom, 3) a re-test of the original market lows, and finally, 4) a longer, sustainable recovery. Post 1910, 11 out of 12 bear 
markets and market corrections exhibited these 4 stages.1,3 

 
 What stage in this bear market are we in now? So far, we’ve seen both Step #1, the Initial fall, and have begun Stage #2, the 

Bounce. This bounce is right in line with the historical bounces we’ve seen since 1950 which is on average +15% bounce over 34 
trading days4 – thus our +17.5% bounce from March 23rd through March 26th is right in line. Event driven bear market bounces 
have averaged +12%, so this time around has been better than average.1,3 

 
 If history follows, Stage #3, the Re-Test is next. What should we expect? Historically, event driven bear markets see re-tests occur 

on average 2 weeks to 1 month after the initial fall. On average the re-test lasts 1.5 months, and falls -13%. The smallest fall was 
-8% and the largest fall was -20%.1,3 

 
 Important point to remember - we are in an Event Driven bear market today, and these types of bear markets historically have 

been the shortest in length, fall the least, and recover the quickest, of any of the three types of bear markets.2 



 

March 30th, 2020  Available Online at FirstCitizens.com 2 

Market Commentary  
Brent Ciliano, CFA | SVP, Chief Investment Officer 

Anatomy of a Recovery - The 4 Stages of a Bear Market 
 
We are truly living in historic times. The COVID-19 global pandemic rages on throughout much of the world, and the 
number of reported cases within the US has reached significant levels. The start of the economic damage this horrible 
virus is causing to our economy is just beginning to be known. From February 19th through March 23rd, 2020, the S&P 500 
has fallen 33.8%1 - solidly into bear market territory. Now that we’ve fallen into a bear market, the question I’m getting 
from clients is a multi-part one, and that is, “How does this bear market compare to previous cycles, where do we go 
from here, and when might we recover?” While the S&P 500’s fall has been a very sharp adjustment, the fall in magnitude 
has been, so far, in line with longer-term averages of bear markets. It has also been fairly consistent with the typical falls 
seen in previous “event driven” and “cyclical” bear markets.  
 
The difference between this event and most other bear markets has been the speed. This year, the S&P 500 peaked on 
February 19th. From there, it took 22 days (16 trading sessions) to be down 20% and meet the commonly accepted 
definition of a bear market.1 This is almost twice as fast as the fastest drop in 1929.2 The other difference has been the 
volatility associated with this bear market. The VIX, for example, has recently hit its all-time highest level, surpassing even 
the highs experienced through the Great Financial Crisis - and the week of March 16th saw three consecutive days of moves 
+/- 9% in the S&P 500 for the first time since 1929!2 
 

 
 
In this write-up, I’ll cover four topics: 

1. 185 years of history: What are the 3 types of bear markets? 
2. What are the 4 stages of a bear market? 
3. Historical examples of these 4 stages, and how they played out, and 
4. 2020 bear market: Where are we now, and what’s next? 
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185 years of history: What are the 3 types of bear markets? 
 
There have been 27 bear markets over the last 185 years (since 1835). A “bear market” is defined as a peak to trough 
fall of 20% or greater. Looking at this long-term history, we find that there are three different types of bear markets; each 
type is a function of different triggers and has distinct characteristics. The three categories are:2 
 
 Structural bear market - triggered by fundamental excesses, structural imbalances, and financial bubbles. Very 

often there is a ‘price’ shock such as deflation that follows. Examples include the Great Depression, the 2000-
2002 “Tech Bubble,” and the Great Financial Crisis from 2007-2009. 
 

o 7 out of the 27 bear markets; Averages – length: 42 mos., drawdown: -57%, time to recovery: 111 
months 
 

 Cyclical bear markets - typically a function of rising interest rates, impending recessions and falls in profits. They 
are a function of the economic cycle. Most economic cycles end and bear markets begin this way. 
 

o 15 out of the 27; Averages – length: 27 mos., drawdown: -31%, time to recovery: 50 months 
 

 Event driven bear markets - triggered by a one-off ‘shock’ that does not lead to a domestic recession (such as a 
war, viral pandemic, oil price shock, EM crisis or technical market dislocation).  A la today. 
 

o 5 out of the 27; Averages – length: 9 mos., drawdown: -29%, time to recovery: 15 months 
 
Below is a summary of all 27 bear markets going back to 1835. The graph highlights the average total decline of -38%, 
average bear market length of 28 months, and average recovery of 60 months. We are in an Event Driven bear market 
today. The key takeaway is that these types of bear markets last on average 9 months, fall on average 29% from peak to 
trough, and, maybe more importantly, fully recover on average in 15 months.2 Event driven bear markets tend to be the 
shortest, least damaging, and fastest time to recovery out of the 3 types of bear markets! 
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What are the 4 stages of a Bear Market? 
 
A vast majority of the 27 bear markets detailed above, as well as a large number of market corrections (drawdowns, which 
are less than -20%) possess 4 stages. Those 4 stages are 1) an initial fall, 2) a “bounce” off the bottom, 3) a re-test of the 
original market lows, and finally, 4) a longer, sustainable recovery.  

 
Historical examples of the 4 stages: 
 
Because the Great Financial Crisis (GFC) was both recent and arguably the most profound bear market since the Great 
Depression in 1929, I want to walk through the 4 stages of this event, which ran from October 9th, 2007 through March 
9th, 2009. Additionally, the GFC witnessed the largest drawdown in over 80 years, falling over -55%1.  
 
 
Stage #1 – the initial fall: 
 
The GFC’s “initial fall” was broken into 2 phases. From the beginning of the market’s fall on October 9th, through 
September 19th, the S&P 500 was still technically in a “correction” phase, falling -18.1% (phase #1). Then, the floor fell out 
from September 19th though October 10th, with the S&P 500 falling another -28.3% (phase #2), thus bringing the full initial 
drop to -41.3%1. 
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Stage #2 – the Bounce: 
 
Do you remember the great bull market of October 10th, 2008? No? How about the bull market of October 27th through 
November 4th, 2008? Still no? I understand – it was more than a decade ago. Well, you surely remember the Thanksgiving 
Day bull market rally of November 20th thru January 6th, 2009 - It was a huge +24.7% movement.1 Right – I don’t remember 
any of them, either. All three of these periods are perfect examples of where we find ourselves today, and that is on step 
#2, the Bounce. 
 
Here’s bounce #1 – 10/10 thru 10/13:1 

 

 
 
Here’s bounce #2 – 10/27 thru 11/04:1 
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Finally, here’s bounce #3, the biggest bounce – 11/20/08 thru 12/161: 
 

 
 
 
Stage #3 – the Re-Test: 
 
Historically, a significant amount of bear markets experience a “re-test” of market lows before finally advancing to a 
longer period of broad recovery. In many cases, these “re-tests” often exceed the levels seen in Stage #1, the initial fall. 
That was the case for the GFC, where the S&P 500 fell another 27.2% from January 6th, 2009, through to the ultimate 
bottom on March 9th, 2009. This took the initial fall of -41.3%, down to -55.2%, adding another almost -14% to the total 
tally.1 It is interesting to note that the initial fall was ultimately 75% of the total decline. 
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Full bear market drawdown for the Great Financial Crisis, -55.2%:1 
 

 
 
 
Stage #4 – the Recovery: 
 
The road to recovery for the last 5 most significant drawdowns Post World War II, (defined here as a drawdown greater 
than 30%), has been significantly quicker than the historical averages of the last 185 years.  
 
The last 5 extreme drawdowns have recovered on average in a little over 26 months, whereas it has taken on average 
over 60 months for the 22 bear markets prior to these.  As you can see below, all 5 fully recovered inside of 4 years, and 
4 of the 5 (see footnote in graphic) basically recovered all of the drawdown within 2 years:1,3 
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Additional historical examples of the 4 stages: 
 
Below are 8 additional bear markets and market corrections, post-1962.4 7 out of the 8 examples all exhibited the 4 
stages of 1) initial fall, 2) bounce, 3) re-test, and 4) recovery. The only example below that didn’t follow the 4 stages was 
the most recent prior drawdown, which occurred from September 20th through December 24th 2018. The Q4 2018 
drawdown experienced only 2 stages, which were – 1) initial fall, and 2) recovery.   
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2020 Bear Market: So what step are we on today? 
 
In this cycle, the S&P 500’s maximum decline encompasses the period of February 19th, through Monday March 23rd, 
falling -33.8%.1 The average decline for an Event Driven bear market is -29%. The largest ever Event Driven bear market 
occurred in 1906/07, and fell -38%2. So, at least historically speaking, we might be close to a bottom.  
 
So far in this current bear market, we’ve seen both Step #1, the Initial fall, and have begun Stage #2, the Bounce. Time 
will tell how long this current stage lasts, but based on the historical analysis that follows for the 4 previous and only 
event driven examples we have over the last 185 years, maybe not for long. 
 
Stage #1 – the Initial fall: 
 
Similar to the GFC’s initial fall, this bear market was also broken into 2 phases. From the beginning of the market’s fall 
from February 19th through February 28th, the S&P 500 was, like the GFC’s first stage, technically in a “correction” phase, 
falling -12.7% (phase #1). Then, the floor fell out from March 4th though March 23rd, with the S&P 500 falling another 
28.4% (phase #2), thus bringing the full “initial drop” to -33.8%.1 
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Stage #2 – the Bounce 
 
From end of day Monday March 23rd, through Thursday the 26th, the S&P 500 has “bounced” +17.6% in only 3 days!1 
 

 
 
This bounce is right in line with the historical bounces we’ve seen since 19504: 

Initial fall was  
also 2 stages: 
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What does Stage #3’s Re-Test look like and when? 
 
Let’s again refer to history, and analyze the 4 previous Event Driven bear markets going back to 1910. I will focus 
specifically on Stage #3, the Re-Test, as that is likely the next stage we enter. Those 4 periods were:1,2 
 

• August 2nd, 1956 through October 22nd, 1957 
• December 12th, 1961 through June 26th, of 1962 
• February 9th, 1966 through October 7th, 1966, and 
• August 25th, 1987 through December 4th, 1987 
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Event Driven Bear #1: August 2nd, 1956 through October 22nd, 19571 
 

 
 
1956/57 Event Driven Bear Market stages: 
 

• Stage #1 – Initial fall: August 2nd, 1956 thru February 12th, 1957, fell -13.2% and lasted for 6.5 months 
• Stage #2 – Bounce: February 12th, 1957 thru July 15th, 1957, bounced +18.1% over a 5 month period 
• Stage #3 - Re-Test: July 15th, 1957 thru October 22nd, fell another -19.8% over a 3 month period 
• Total Bear Market: August 2nd, 1956 thru October 22nd, 1957; total decline -21.6% (price), -17.8% (total return) 

 
Re-Test: Initial fall was 74% of total bear market decline, re-test occurred 5 months after initial fall, lasted for 3 months, 
falling almost another -20%. 
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Event Driven Bear #2: December 12th, 1961 through June 26th, 19621 
 

 
 
 
1961/62 Event Driven Bear Market stages: 
 

• Stage #1 – Initial fall: December 12th, 1961 thru May 28th, 1962, fell -22.4% and lasted for 5.5 months 
• Stage #2 – Bounce: May 28th, 1962 thru May 31st, 1962, bounced +7.4% over 4 days 
• Stage #3 - Re-Test: May 31st, 1962 thru June 26th, 1962, fell another -12.3% over a 1 month period 
• Total Bear Market: December 12th, 1961 thru June 26th, 1962; total decline -28% (price), -26.9% (total return) 

 
Re-Test: Initial fall was 83% of total bear market decline, re-test occurred only 4 days after initial fall, lasted for 1 month, 
falling another -12.3%. 
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Event Driven Bear #3: February 9th, 1966 through October 7th, 19661 
 

 
 
 
1966 Event Driven Bear Market stages: 
 

• Stage #1 – Initial fall: February 9th, 1966 thru August 29th, 1966, fell -19.5% and lasted almost 7 months 
• Stage #2 – Bounce: August 29th, 1966 thru September 15th, 1966, bounced +7.5% over approximately 15 days 
• Stage #3 - Re-Test: September 15th, 1966 thru October 7th, 1966,  fell another -7.8% over approximately a 1 

month period 
• Total Bear Market: February 9th, 1966 thru October 7th, 1966; total decline -22.2% (price), -20.2% (total return) 

 
Re-Test: Initial fall was 97% of total bear market decline, re-test occurred only 15 days after initial fall, lasted for 1 month, 
falling another -7.8%. 
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Event Driven Bear #4: August 25th, 1987 through December 4th, 19871 
 

 
 
 
1987 “Black Monday” Event Driven Bear Market stages: 
 

• Stage #1 – Initial fall: August 25th, 1987 thru October 19th, 1987, fell -32.9% and lasted almost 2 months, though 
Monday the 19th, or “Black Monday” as it was dubbed, fell 20.5% in one day! 

• Stage #2 – Bounce: October 19th, 1987 thru October 21st, 1987, bounced +14.9% over only 2 trading days! 
• Stage #3 - Re-Test: October 21st, 1987 thru December 4th, 1987, fell -12.8% another over slightly more than a  

1 month period 
• Total Bear Market: August 25th, 1987 thru December 4th, 1987; total decline -33.5% (price), -32.8% (total return) 

 
Re-Test: Initial fall was basically 100% of total bear market decline, re-test occurred only 3 days after the initial fall, lasted 
for slightly more than a month, falling another -12.8%. 
 
Summarizing Event Driven Re-Tests: 
 
If we summarize the Stage #3 Re-Test periods during the four previous Event Driven bear markets going back to 1910, we 
find that re-tests have occurred shortly after the initial fall. 3 of the 4 observations occurred within 1 month of the initial 
fall. The longest period of time until the subsequent re-test of market lows was the 1956/57 period, which was 5 months. 
So far, we are only 3 trading days into Stage #2, the Bounce, from the low on March 23rd, though the current high on 
Thursday March 26th. Thus if this Event Driven bear market follows history, Stage #3, the Re-Test, isn’t that far away. 
 

Initial fall 

Bounce 

Re-Test 
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The truly important point to remember was stated near the beginning of this piece, and that is that we are in an Event 
Driven bear market today, and these types of bear markets last on average 9 months, fall on average 29% from peak to 
trough, and, maybe more importantly, fully recover on average in 15 months.2 These types of bear markets tend to be 
the shortest, least damaging, and fastest time to recovery out of the 3 types of bear markets. 
 
 
What should you be doing now? 
 
1) Have a plan and stick to it. Don’t react behaviorally – Where are you in your investing life cycle – i.e. where are you 

with your financial plan? It is times like these that test our collective resolve to stick to a well-thought-out plan and 
course of action. If you stick with the plan, you’ll likely come out ahead. 
 

2) Truly assess your risk tolerance – it is one thing to have a plan, and it’s another to have the intestinal fortitude to be 
able to stick to it. If you cannot sleep at night when markets do their normal thing and get volatile, you need to sit 
back down with your FCB team and readdress your asset allocation and your goals and objectives. That’s what you 
pay us for and that’s what we’re here to do for you! 
 

3) Read and review my 2 write-ups, and work with your FCB partner – If you work with us, stay committed, and follow 
our advice, we’re pretty confident you’ll achieve your plan, whatever that may entail. Read “A strategy for how NOT 
to be eaten by a bear” and “Keeping your eye on the prize” – both of which are available on First Citizens.com as well 
as from your FCB team members who can make sure you get a copy.   
 

Please always remember and consider two things: 
 
 Know, and have comfort in, the fact that we are constantly seeking to manage the risks associated with thoughtfully 

and judiciously growing your wealth over time. 
 
 It is time IN the market - not timing the market – that helps to create long term wealth. 
 
Brent 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

March 30th, 2020  Available Online at FirstCitizens.com 17 

Market Commentary  
Brent Ciliano, CFA | SVP, Chief Investment Officer 

1 Bloomberg / Bloomberg Data  
2 Goldman Sachs Economic Research 
3 First Citizens Bank, Capital Management Group (CMG) 
4 Strategas Research Partners 
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